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Abstract 
Credit risk management was not so necessary, while sales of deferred payment has begun to dominate the prompt payment. The 
existence of receivables has become a necessity in the area of functional and effective market economy. Most of the receivables 
in the company have the form of trade credit. Therefore credit management as the management of trade credit has become very 
important. Insolvency four out of ten companies in the Slovak Republic is due to the delay or any payment of their receivables. 
Credit managers address important issues during their daily activities: the level of indebtedness enterprises, which is due to the 
sale of invoice, the increase of indebtedness should be supported or stopped, the ability and willingness of customers to pay their 
commitments properly and timely, appropriately set criteria for individual credit segments of customers or if it is necessary to 
make a decision of choosing an effective tool for debt recovery. Article highlights to a correlation between the amount of 
receivables in the company and its solvency and underlines the importance of credit management and its principal activities. We 
will use the methods of formal logic such as analysis, synthesis and interpretation. The intention is to draw up basic theoretical 
principles for determining the credit limit for individual customers in the company. 
© 2015 The Authors. Published by Elsevier B.V. 
Peer-review under responsibility of Academic World Research and Education Center. 
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1. Introduction 
Every business takes several types of risks. Many companies typically provide credit sales to their customers. 
They give them the opportunity to pay for the supply of goods and services later. It supports good business 
relationships with its customers. Adamko, Birtus, Kliestik (2014) state that the provision of credit sales is 
commonplace in effectively functioning economy. Company takes credit risk very often. Credit risk is the risk of 
non-payment by the customer. Knowing the business partner creditworthiness is a prerequisite for the correct 
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decision of providing credit sales. Credit management means management of credit sales to minimize the credit risk 
in the company. Credit managers deal with issues of increasing debt due to the sales invoice. They address the 
extent to which it is appropriate to support this increase and when it is necessary to stop. Implementation of credit 
management is conditioned by creating credit standards for each homogeneous group of customers in the company. 
The article deals with the theoretical design of credit standards. 
2. Credit sales 
Activities of credit management are associated with the concept of credit sales. Credit sales refers the possibility 
of purchasing made by a consumer that do not require a payment made in full at the time of purchase. Offering 
credit sale will increase the attractiveness of trade, so we can talk about the supplier's competitive advantage. Credit 
sale is convenience credit for customer. However, forcing companies to incorporate lack of the funds into the prices 
of goods and services. The following table shows average payment terms and the number of days of delay in each 
sector in Slovak republic in 2014. 
 
Table 1. Overview of average payment term, average payment duration, average delay in days in 2014. 
 B-2-C B-2-B Public authorities 
Average 
payment 
term 
Average 
payment 
duration 
Average 
delay in 
days 
Average 
payment 
term 
Average 
payment 
duration 
Average 
delay in 
days 
Average 
payment 
term 
Average 
payment 
duration 
Average 
delay in 
days 
Slovakia 15 29 14 25 42 17 30 55 25 
 
Following table shows the payment behavior of European countries on the basis of a survey conducted by Intrum 
Justitia in 2013. The survey was conducted on a sample of 9,800 companies of different sectors and sizes. 
 
Table 2. Overview of average payment term, average payment duration, average delay in days in 2013. 
 B-2-C B-2-B Public authorities 
 Average 
payment 
term 
Average 
payment 
duration 
Average 
delay in 
days 
Average 
payment 
term 
Average 
payment 
duration 
Average 
delay in 
days 
Average 
payment 
term 
Average 
payment 
duration 
Average 
delay in 
days 
All surveyed European countries 
average 20.42 35.26 14.84 32.29 50.74 18.45 34.74 60.65 25.90 
The Mediterranean region (Cyprus, Greece, Italy, Spain, Portugal) 
average 31.00 59.80 28.80 54.00 86.80 32.80 66.00 140.40 74.40 
The Nordic countries (Denmark, Norway, Sweden, Finland, Iceland) 
average 15.00 22.40 7.40 24.60 32.80 8.20 24.60 32.00 7.40 
The Visegrad Group (Slovakia, Czech republic, Poland, Hungary) 
average 17.50 31.25 13.75 25.00 42.75 17.75 27.50 48.75 21.25 
 
As we can see the most notably differences are between the Nordic region and the Mediterranean. The payment 
discipline of the Scandinavian countries is greatly influenced by not only the legislation, but also by respecting the 
unwritten rules of trade. The payment discipline of Slovak companies significantly deteriorated especially in times 
of crisis. At present, the situation is slightly better. Many entrepreneurs are still very cautious in predicting future 
developments. 
Many entrepreneurs perceive the credit sale as a negative term. The provision of trade credit sale has not only 
disadvantages but also advantages, too. Cug, Frajtova-Michalíkova, Spuchlakova (2014)state that there is a 
comparison of advantages and disadvantages of credit sales.  
 
Advantage of credit sales 
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x Advantageous payment terms are part of the commercial offer on the basis of the supplier can expect 
higher sales than for sales with immediate maturity. 
x Extension of payment term is a competitive advantage. 
x The provision of credit sale is a positive not only for the supplier, but also for the customer. It can be a 
source of his development finance. 
Disadvantages of credit sales 
x Jaros, Melichar, Svadlenka (2014) state that the existence of the risk of non-payment is a major 
disadvantage of credit sale. Loss of non-payment does not constitute only the value of the product itself, 
but also VAT, which must be borne by the State, lost margin and value of paid income tax.  
x Entrepreneur has to finance for credit sale. It is associated with an increase in cost. Especially if 
entrepreneur do not get credit sale from him suppliers.  
x In many cases, the customer does not finance its growth through obtained credit sale. He often finances his 
own personal needs.  
Frajtova-Michalikova, Kocisova, Misankova (2014) state that company should consider all the pros and cons of 
credit sale before it is provided. Some disadvantages such as the risk of non-payment can be largely eliminated 
through chosen tools. It should be considered the fact that the failure to provide of credit sale may result in the 
departure to competition. It can be a big problem in the cases of an important customer. Company which has not 
provided credit sale is not exposed to any risk of non-payment. On the other hand, a company has fewer customers 
than the company which decides to provide credit sale.  
3. Credit Risk Management 
According to Valaskova (2014) who deals with this issue credit risk is the risk of loss stemming from a 
borrower's failure to repay a loan or otherwise meet a contractual obligation.  
Gavlakova, Kliestik (2014) state that credit risk management is the management of credit sale. It deals with the 
management of the payment terms in the sale with deferred payment. In the past, the sale of a late payment was 
forced on them. It is common now. The goal of credit risk management is to find the acceptable level of risk due to 
the providing credit sales.  
We distinguish two types of credit risk management, depending on the company operates in B2B or B2C market: 
1. Commercial credit risk management- is a management of credit sales to businesses.  
2. Consumer credit risk management- is a management of credit sales to customers.  
There are the basic activities of credit risk management: 
x individual adjustment payment terms for different groups of customers, 
x determining the payment terms for homogeneous groups of customers, 
x evaluation  customers creditworthiness, 
x the introduction stop-list; it means a list of customers with halted supplies after the negative experiences  
x to establish the basic principles for the use of receivables management. 
There are complementary activities of credit risk management: 
x cooperation with the management of recovery in determining optimal strategies for recovery, 
x determination optimal payment terms for receivables and liabilities, 
x monitor the status of claims, 
x decisions in the event of unfavorable outstanding of claims, 
x management costs. 
 
Buc, Kliestik (2013) state that we can include setting credit policy into the scope of credit risk management. It is 
often the most difficult task just an overall atmosphere of respect credit policy.  
 
Credit management process can be divided into three phases, namely: 
1. check the credit limit, 
2. the credit decision 
3. the implementation of the decision. 
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Simplified process taking place in the credit risk management is shown in the following figure. 
 
Figure 1. Credit risk management process 
3.1. Credit risk and its minimizing 
Adamko, Kliestik, Misankova, (2014) state that credit risk is the risk of credit sale. It is directly proportional to 
the reliability of a business partner and his financial situation. The role of credit management is to reduce this type 
of risk by adopting preventive measures. 
We can divide: 
x Reluctance-to-pay risk, which is subject to payment reluctance debtor. The debtor is in situations where 
the light of its current financial situation he is capable but not willing to pay. This is the most common 
based on his irresponsible approach on commitment. Company can avoid this type of risk through customer 
selection. Another effective tool for reducing the risk of paying unwillingness to include: 
o the threat of use of sanctioning tools, 
o the increased intensity of negotiations with partners, 
o the increased interest on late payments, 
o the blocking of supplies. 
x Insolvency risk /risk of default/ resulting from the deterioration of the financial situation of the borrower. 
Bad financial situation threatens the existence of the company of the debtor. This is a serious risk that in the 
event of reluctance-to-pay risk. It is caused by an objective inability to pay. It cannot be overcome by using 
the above instruments. In the interest of the lender is to monitor development of company's financial 
situation of the borrower.The only effective way how to partially eliminate the risk is verify business 
partner creditworthiness. 
 
Dengov, Gavlakova, Valaskova (2014) state that in view of credit management, we can distinguish:  
x Predictable risks 
x Unpredictable risks 
x Controllable risks 
x Uncontrollable risks 
Kliestik, Lyakin, Valaskova (2014) state that credit managers mainly deal with predictable risks. You can not 
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only predict it but also included it in the creditworthiness of the customer.  
The company may deal with credit risk in the following ways: 
x The entire risk lies entirely 
x Risk diversify among several trade for which assumes a contrary development 
x The risk is shared prearranged manner with a third party (usually an insurance company, factoring 
company, bank, etc.). 
x The risk is shared with a third party subsequently agreed manner 
x The risk is shared with the State in accordance with legislation 
One of the way how to minimize the credit risk is the objective set credit standards. Credit standards are a set of 
criterias for the provision of credit sales to homogeneous group of customers. These criteria can include: 
x The maximum amount of credit sale 
x Methods of payment 
x Maturity 
x Tools of reinsurance credit sale 
x The process of recovery 
3.2. Theoretical design of credit standards 
The most important components of credit standards are: 
1. Determination the criteria for inclusion in credit classes 
These criteria can include turnover during the 12 month, delay in payments, blocking orders for non-
payment, an external rating and so on. 
According to Peter Daniel (2013) proposed following credit classes based on the selected criteria: 
a. Class I 
Turnover during 12 least 100 000 € 
Delay in payments during 6 month maximum 14 days 
No blocking orders for non-payment during 12 month 
External rating least A+ 
b. Class II 
Turnover during 12 month least50 000 € 
Delay in payments during 6 month maximum 21days 
No blocking orders for non-payment during 6 month 
External rating least A- 
c. Class III 
Turnover during 12 month least10 000 € 
Delay in payments during 6 month maximum 28days 
No blocking orders for non-payment during 3 month 
External rating least B 
d. Class IV- everyone else 
2. Determination of credit limit for a given class 
The next step is to assign a credit limit to the credit class. Determination of the credit limit is the most 
important output of setting credit standards. It is the maximum size of credit sale. Determination of the 
credit limit is determined by the amount of information. Very important role is played by the previous 
payment behavior of customer. Information on late payments can be obtained not only from internal black 
list of debtors, but also from registers of debtors. Credit limits determination is easier in the case of 
permanent customer. Credit limits can reflect many pieces of information form previous cooperation with 
customer. Information about the market in which the customer operates, the country in which it operates, 
industries are important, too. Finally, it is possible to analyze the available data of financial statements for 
the previous period. Determination of the credit limit is not a one-off. The amount should be constantly 
reviewed. 
3. Maturity of invoice 
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Many payments in commercial transactions between businesses or between businesses and public 
authorities are made much later than agreed. This is very costly for businesses. The EU's Late Payment 
Directive 2011/7/EU strengthens businesses' rights to prompt payment. Public authorities have to pay for 
the goods and services that they procure within 30 days or, in very exceptional circumstances, within 60 
days. Enterprises have to pay their invoices within 60 days, unless they expressly agree otherwise and if it 
is not grossly unfair. Member States may continue to maintain or to bring into force laws and regulations 
which are more favorable to the creditor than the provisions of the Directive 
4. Determination of recovery methods 
Authors Cisko and Kliestik (2013) propose the following method of recovery  
 
       Table 3. Recovery process 
Maturity Action Description 
- 3 days Phone call We try to find out if the customer received the invoice and if it is about to be paid. 
+3 days Phone call We seek a reason for non payment. 
+ 2 weaks Written reminder no. 1 Formal admodish and their quest for quick repayment. 
+ 4 weaks Termination of supply on credit  
+ 6 weaks Written reminder no. 2 An attempt at reconciliation and proposal of rescheduling. 
+ 8 weaks Transfer to the court or out of court settlement 
Depending on the nature of the debtor and 
the claim, there will be: action in court, 
advance suggestion to distrainment 
or transfer case to specialized agencies. 
 
 
Each period needs to be adapted to the specific credit classes. Based on a previous allocation of purchasers: 
class I has the longest period of time; the shortest period of time will have class IV. 
5. Methods of payments 
It means setting the methods of payment, the maximum number of installments in case of rescheduling, 
needs of collateral or advance and its height, the amount of discount in the earlier payment. 
6. Determination of the other contract terms (interest on arrears, penalties, etc.) 
 
4. Conclusion 
Effective credit risk management is the key task of each company. Business partner creditworthiness is different. 
It is recommended to have credit standards for independent groups of consumers. We can talk about individual 
approach to customers. Customers can be assigned to individual credit groups based on objective criteria. Previous 
experience with the customer can be very useful. By now, it is possible to obtain the amount of information of a new 
customer, too. Information can be obtained from the available credit registers. The most important is the 
determination of the credit limit for each class of customers. Based on knowledge of the customer can be identified 
insolvency in time. Suitable selected credit standards are the basis of credit management. Credit management is an 
effective tool for managing credit risk in the company. 
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